Value relevance of available-for-sale financial instruments (AFS) and revaluation surplus of PPE (REV) components of other comprehensive income by Yousefi Nejad, Maryam & Ahmad, Azlina
  
Value Relevance of available-for-sale financial 
instruments (AFS) and revaluation surplus of 
PPE (REV) components of other 
comprehensive income 
Maryam Yousefi Nejad1,*, Azlina Ahmad2  
1FEP Faculty economics and managements, Universiti Kebangsaan Malaysia 
2FEP Faculty economics and managements, Universiti Kebangsaan Malaysia 
Abstract. Value relevance studies have thus far provided mixed 
evidence. Studies also found that fair value reporting has a significant 
impact on the value relevance of other comprehensive income. 
Additionally, most studies on value relevance of other comprehensive 
income focused on developed countries where the capital market is more 
efficient. In these settings due to the existence of active market, fair 
valuation of assets may not pose a major problem. In Malaysia the 
mandatory reporting of comprehensive income by all listed firms based 
on the requirement of FRS101, coincides with the adoption of FRS139 
the standard for financial instrument and could be an interesting setting 
to investigate. This study hypothesized that other comprehensive income 
and its components are associated with share price. The results indicate 
that other comprehensive income and its components are value relevant. 
The results indicate that the move towards a more comprehensive income 
reporting through the preparation of the Statement of Comprehensive 
Income results in more informative financial reporting. 
1 Introduction  
One of important concept related to other comprehensive income reporting is the concept 
of fair value (e.g. [1][2]. Fair values of assets and liabilities change according to the 
changes in market value [3]. These changes give rise to the unrealized gains and losses 
which should be report in other comprehensive income. In great majority of countries, the 
market are less efficient to provide the necessary and reliable data for fair value 
measurement. Firms in these countries would have to use price of similar assets and 
liabilities or use projection of future benefits, and combine it in a model with all 
reasonable assumptions that are available in the market [3]; [4]. This situation may result 
in estimated values that are less reliable and may not truly be comparable between firms 
and countries [3]; [4]. 
In developed countries, market for most assets exist and pose no problem of reliability 
on the fair value measurement. However, in developing countries, some assets do not 
have available market, therefore, pose problem with fair value measurement, hence, 
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reliability is questioned. Most studies on value relevance of comprehensive income, 
however are done in developed countries such as the USA [5] and Europe [6], where the 
market is efficient and fair valuation of assets is reliable. However, very little studies [7] 
have been carried out in developing countries, which provide a different setting due to 
differences in economic environments, rules and regulation as well as accounting 
standards. For example, in Malaysia as a developing country, majority of firms are family 
firm, and very conservatives compare to other developing countries. Thus, can findings of 
past studies be generalized to countries where market efficiency is far less than advanced 
countries and using of fair value may not be well accepted by investors due to the 
unreliability of the information for valuing assets?  
In Malaysia the preparation of statement of comprehensive income was made 
mandatory beginning 1st January, 2010 under FRS 1011. The statement required public 
listed companies to separately report comprehensive income in their financial statements 
[8]. Adoption of FRS 101 which coincide with FRS 139 in Malaysia, provide a good 
opportunity to empirically investigate whether the other comprehensive income and its 
components are value relevant. Among components of other comprehensive income this 
study examines the value relevance of unrealized changes on available-for-sale financial 
instruments (AFS) and revaluation surplus of Property, Plant and Equipment (REV). The 
AFS and REV are components of other comprehensive income that are affected by fair 
value measurement. Moreover, AFS is influenced by FRS 139 coincides with the 
mandatory adoption of FRS 101 in 2010 and REV is influenced by FRS 116 in 2006.  
This study contributes to the literature by providing empirical evidence on the value 
relevance of other comprehensive income. Despite many studies on value relevance of 
comprehensive income, there are limited empirical evidence on value relevance of other 
comprehensive income and its components after mandatory reporting of other 
comprehensive income in 2010. This study also contributes to the literature in a way that 
examines value relevance of other comprehensive income in a different market setting. 
Moreover, this study provides the empirical evidence on value relevance of two 
components of other comprehensive income which are affected from asset market, 
namely unrealized changes on available-for-sale financial instruments (AFS) and 
revaluation surplus of PPE (REV). The findings would help to better understand the value 
implications of components of other comprehensive income. This study provides 
empirical evidence on value relevance of other comprehensive income in a developing 
country. The result could be useful for policy maker in developing countries that have not 
mandatory reporting of comprehensive income and contemplating to do so. Additionally, 
this study addresses the concept of value relevance which is of interest to standard setters 
and policy makers of countries with developing economics that try to grab attention of 
investors to make more investment, and accordingly, accelerate economic growth.  
 
2 Literature review 
An assessment of the literature shows that the value relevance of comprehensive income, 
other comprehensive income and its components varies across countries and industries, 
and has also changed over time. In other words the results conducted so far by studies 
show the mixed results. Therefore, it is relatively difficult to compare the results of the 
past available studies in different countries. There are several possible explanations why 
these studies could not provide consistent results and further research is required to fill 
those gaps.  
 First, the IASB introduced the mandatory adoption of IFRS for listed companies with 
financial years starting on or after January 1, 2005. Moreover, the revision of IAS 1 and 
reporting of other comprehensive income components is only mandatorily applied for 
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financial years starting on or after January 1, 2010. Therefore, comparable accounting 
data for doing empirical research has only been available since 2011. Due to this 
limitation, as a result, there are limited studies which their data are collected after 
effective date of IAS 1. The results obtained from the period after mandatory of 
comprehensive income reporting may lead to find results which they are more appropriate 
for assessing whether the capital market better understands the value implications of 
components of other comprehensive income.  
 Secondly, some of the prior studies suffered from potential measurement error. They 
had to calculate the other comprehensive income amounts (as-if data) due to 
unavailability of data instead of using actually reported values (as-reported data). For 
example [9],[10], [11], [12], [13] and [14] in their analysis used as if data. Despite of 
them for example [2] [15] and [6] use actual data of comprehensive income and other 
comprehensive income, however findings of them on value relevance of comprehensive 
income, other comprehensive income and its components, show mixed results.  
 Third, one of the reasons for the mixed result in the studies of value relevance of 
other comprehensive income, could be acceptance of IFRS, and its consequence, fair 
value. Early, the FASB required firms to report comprehensive income as the sum of net 
income and other comprehensive income. This requirement raises debates about the value 
relevance of other comprehensive income components as most important part of 
comprehensive income (e.g., [16] [5][10][17]. Then, the reporting of other comprehensive 
income is getting more attention because of the convergence of U.S. Generally Accepted 
Accounting Principles (GAAP) to International Financial Reporting Standards (IFRS) 
[18]. After introduction and adoption of IFRS and fair value accounting comprehensive 
income, and specifically other comprehensive income, become increasingly important for 
either practitioners or researchers [1]. This is because unrealized gains and losses in fair 
value of assets and liabilities are disclosed in other comprehensive income. The 
information provided by fair value could provide financial statement users with more 
complete, relevant, and representationally faithful information that should result in an 
improved basis for decision making [19].  
 Additionally, most studies carried up in developed countries where there are active 
market and obtaining a reliable measure for fair value is not a problem. However, there 
are very few studies on developing countries. One major issue is because in countries 
with developing economy asset market are less efficient to provide necessary and reliable 
data for fair value measurement. Firms in these countries would have to use price of 
similar assets and liabilities. This situation may result in estimated values that are less 
reliable.  
 Therefore, with respect to above, there is need to investigate value relevance of other 
comprehensive income with actual components of other comprehensive income instead of 
calculated data. Examining the value relevance of other comprehensive income also 
seems necessary after mandatory of other comprehensive income. Additionally the value 
relevance of other comprehensive income should be tested between different market 
efficiency and between different environments after convergence of IFRS.  
3 Hypotheses development  
This study identifies Efficient Market Hypothesis (EMH) as the relevant underlying 
theory. As discussed above, an information is said to be value relevant if it affect 
investors’ decision and is reflected in the share price. This is in line with the efficient 
market hypothesis which states that an efficient market is a market in which its share 
prices always fully reflect all available information. The reporting of other comprehensive 
income and its components is aimed at enhancing financial reporting transparency. 
Therefore in line with the Efficient Market Hypothesis, other comprehensive income and 
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its components information would have an effect on share price as such information could 
positively affect the ability of investors to make more effective decisions.  
 Therefore, based on the objectives of this study and the assertion of semi-strong form 
market efficiency this study hypothesize that:  
 H1: Other comprehensive income is positively associated with share price.  
 H1a: The unrealized changes on available-for-sale financial instruments component 
of other comprehensive income is positively associated with share price.  
 H1b: The revaluation surplus of Property, Plant and Equipment component of other 
comprehensive income is positively associated with share price.  
4 Methodology 
This study takes a quantitative approach and applies panel data design. The research 
samples were obtained from firms listed on the Main Market of Bursa Malaysia from 
2011 to 2013. Data for this research was obtained from the Thomson Reuters DataStream 
Professional (DataStream) and Annual Reports of companies from 2011 to 2013.  
 In order to statistically examine the hypotheses, this study applies Ohlson’s 
valuation model. In Ohlson’s model, book value of equity and earnings are the 
explanatory variables of a firm’s share price as follows: 
=  +  +  +  
Where: 
 Share price  
 Book value of equity per share  
 Net income per share  
 error term 
This study develops the Ohlson’s model and specifies Model 1 for testing first 
hypothesis (H1, H1a and H1b) that investigates whether total other comprehensive income 
and its components are value relevant. The Model 1, 2 and 3 are expressed as follows: 
 
 
 
 
Models Models’ 
number 
 =  +  +  +  +  (1) 
 =  +  +  + 
+  
(2) 
 =  +  +  + 
+  
(3) 
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5 Findings 
The regression analyses result of the first hypothesis (H1) reveals that total other 
comprehensive income is positively associated with share price. This means that total 
other comprehensive income is value relevant. The regression results of testing 
hypotheses H1a and H1b indicate that the unrealized changes in available for sale 
financial instruments (AFS) and revaluation surplus of property, plant and equipment 
(REV) are significantly and positively associated with share price. In other words, 
unrealized changes in available for sale financial instruments (AFS) and revaluation 
surplus of property, plant and equipment (REV), are value relevant. In general it can be 
concluded that information on other comprehensive income and its component is 
informative and useful for investors’ decision making. 
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